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DUNLEAVY & COMPANY, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
13116 SOUTH WESTERN AVENUE
BLUE ISLAND, ILLINOIS 60406 -
: ‘ (708) 489-1680
Fax: (708) 489-1717

INDEPENDENT AUDITORS' REPORT

Board of Directors
R.M. Stark & Co., Inc.

We have audited the accompanying statement of financial condition of R.M. Stark & Co., Inc.

* as of September 30, 2006 that you are filing pursuant to rule 17a-5 under the Securities and
Exchange Act of 1934. This financial statement is the responsibility of the Company's
management. Our responsibility is to express an opinion on this financial statement based on
our audit. ;

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the statement of financial condition is free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the statement of financial condition. An audit also includes assessing the
accounting principles used and the significant estimates made by management, as well as
evaluating the overall statement of financial condition presentation: We believe that our audit
provides a reasonable basis for our opinion. ;

. In our opinion, the statement of financial condition referred to above presents fairly, in all
material respects, the financial position of R.M. Stark & Co., Inc. as of September. 30, 2006, in
conformity with accounting principles generally accepted in the United States of America.

LS

DUNLEAVY & COMPANY, P. C.
Certified Public Accountants
B 1

Blue Island, Iilinois
November 3, 2006
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R.M. STARK & CO., INC.

STATEMENT OF FINANCIAL CONDITION

SEPTEMBER 30, 2006

1
i

ASSETS

Cash and cash equivalents
Receivable from broker/dealers
Securities owned, at market or estimated

fair value
Note receivable
Other

“TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS' EQUITY

LIABILITIES- : SR
Accounts payable, accrued expenses
and other liabilities
. Commigsions payable
Related party payable l

Total Liabilities

SHAREHOLDERS' EQUITY
Common stock, no par value, authorized
2,000,000 shares, issued and
outstanding 875 shares
Additional paid-in capital
Retained earnings -

Total Shareholders' Equity

TOTAL LIAEBILITIES AND SHAREHOLDERS' EQUITY

2,845
140,820

645,401
17,611
90,647

897,324

25,673
147,573
25,000

198,246

5,000
76,145
617,933

699,078

'$  .897,324

The accompanying notes are an integral part of this financial statement.

i
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R.M. STARK & CQ., INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED SEPTEMBER 30, 2006

L}

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES

Organization - The Company, a wholly-owned subsidiary of RMST Holding
Company, Inc., was incorporated in the state of Florida on April 16, 1999. The
Company is registered with the Securities and Exchange Commission and the
Commodity Futures Trading Commission and is ‘a member of the National
Association of Securities Dealers, Inc. and the National Futures Association,
The Company's principal business activity is the sale of securities.

Securities Owned - Marketable securities are valued at' market value and
securities not readily marketable are valued at fair value as determined by the
Board of Directors. The resulting difference between cost and market value (or
fair value) is included in income.

Securities Transactions - Securities transactions of the Company, including
commission revenue and related expense, are recorded on a trade date basis,
which is the same business day as the transaction date.

Cash Equivalents - Cash equivalents are defined as certificates of deposit and
U.S. government obligations with an original maturity date, when acquired by
the Company, of less than 90 days, and those securities registered under the In-
vestment Company Act of 1940 which are comprised of cash and other short-
term debt instruments and commonly referred to as "money market funds."”

Concentration of Risk - Substantially all the Company’s cash is on deposit at
one financial institution and the balance at times may exceed the federally
insured limit. Due to the strong credit rating of this financial institution, the
Company believes it is not exposed to any significant credit risk to cash.

Estimates - The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and- liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.




R.M. STARK & CO., INC.

3

NOTES TQ FINANCIAL STATEMENTS

YEAR ENDED SEPTEMBER 30, 2006

NOTE 2 - OFF-BALANCE-SHEET RISK AND CLEARING AGREEMENT |

The Company enters into various transactions involving derivatives and other
off-balance shect financial instruments. These financial instruments include
listed options, mortgage-backed to-be-announced  securities (TBA’s) and
securities purchased and sold on a when-issued basis (when-issued securities).
These derivative financial instruments are used to meet the needs of customers,
conduct trading activities and manage risks and are, therefore, subject to varying
degrees of market and credit risk. Derivative transactions are entered into for
trading purposes or to economically hedge other positions or transactions.

TBA’s and when-issued securities provide for the deléyed delivery of the
underlying instrument. As a writer (seller) of options, the Company and its -
customers receive a premium in exchange for giving the counterparty the right
to buy or sell the security at a future date at a contracted price. The contractual

~ or notational amount related to these financial instruments reflects the volume
and activity and do not reflect the amounts of risk. The credit risk for TBA’s,
options and when-issued securities is limited to the unrealized market valuation
gains recorded in the statement of financial condition. Market risk i1s
substantially dependent upon the value of the underlying financial instruments
and is affected by market forces such as volatility and changes in interest and
foreign exchange rates. ’

-

1
L

In addition, the Company sells securities that it does not currently own and will
therefore be obligated to purchase such securities at a future date. The
Company records these obligations in the financial statements at market values
of the related securities and will incur a loss if the market value of the securities
increases subsequent to the financial statement date. : '

In order to facilitate the aforementioned transactions, as well as other
transactions, the Company maintains an agreemeintlwith another broker/dealer
(Clearing Broker/dealer) whereby the Company forwards (introduces) customer

1

1



R.M. STARK & CO.. INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED SEPTEMBER 30, 2006

NOTE 2 - OFF-BALANCE-SHEET RISK AND CLEARING AGREEMENT - (Continued)

securities transactions to the Clearing Broker/dealer, fully disclosing the
customer name and other information. The processing and, if applicable, any
financing pertaining to the introduced securities transactions are performed by
the Clearing Broker/dealer. The customer account is therefore maintained and
recorded in the books and records of the Clearing Broker/dealer on the

- Company’s behalf. In consideration for introducing customers to the Clearing
Broker/dealer, the Company receives commissions and other consideration, less
the processing and other charges of the Clearing Broker/dealer. As part of the
terms of the agreement between the Company and the Clearing Broker/dealer, .
the Company is held responsible for any losses ansing when' the customers
introduced by the Company to the Clearing Broker/dealer fail to meet their
contractual commitments pertaining to the purchase, sale and possible financing
of securities transactions. The Company may thercfore be exposed to off-
balance-sheet risk in the event the customer is unable to fulfill its contracted
obligations and it is necessary for the Clearing Broker/dealer to purchase or sell
the securities at a loss. The Company’s exposure to risk would consist of the
amount of the loss realized and any additional expenses incurred pertaining
to the transaction or other customer activity.

—

t

. |

- The initial term of the aforementioned agreement-was three years, which began
in September, 2003. Under terms of the agreement the Company is prohibited
from using other clearing broker/dealers for securities transactions unless
written consent is given by the Clearing Broker/dealer and is required to
maintain $50,000 deposit with Clearing broker/dealer. Also, included in the
agreement are monthly minimum charges.

NOTE 3 - S CORPORATION

i

Both the Company and the Parent have elected S Corporation status for federal
income tax purposes. Income taxes are therefore the responsibility of the
individual shareholders of the Parent. :

]
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R.M. STARK & CO., INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED SEPTEMBER 30, 2006

NOTE 4 - NET CAPITAL REQUIREMENTS

As a registered broker/dealer and member of the National Association of
Securities Dealers, Inc. and the National Futures Assocaat:on, the ‘Company is
subject to the Uniform Net Capital Rule and CFTC Regulation 1.17(A)(1)(1i),
which requires the maintenance of minimum net caplta] and requires that the
ratio of aggregate indebtedness to net capital, both-as defined, shall not exceed
1500%. At September 30, 2006 the Company's net capital and required net

. capital were $481,668 and $100,000 respectlvely The' ratio of aggregate

indebtedness to net capital was 41%.

NOTE § - OTHER COMMITMENTS

|
Operating Leases - Minimum annual rentals under leases for office space,
expiring September 30, 2008 and office equ1pment expmng at various times
through May, 2011, exclusive of additional payments which may be required for

certain increases in operating and maintenance costs are as follows:

Year Ended - - i Ofﬁce

‘ ~ September 30, Total Office Space =~ Equipment
2007 $ 74,636 § 66,499 $ 8,137
2008 ' 76,631 68,494 =~ 8,137
2009 8,137 . 8,137
2010 7,325 ;4 7,325
2011 4,883 | i | 4,883
Total $ 171,612 § 134,993  § 36,619

| % i

The office space lease may be termmated by the Company with 6 months prior
notice. : i
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R.M. STARK & CO., INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED SEPTEMBER 30, 2006

NOTE 6 - 401 (k) PLAN

The Company adopted a deferred compensation plan commonly referred to as a
profit sharing plan with provisions under IRS code section 401(k)} whereby
employees may contribute up to 75% of their compensation within specified
legal limits. In addition, the Company will match 50% of employee
contributions up to 6% of their compensation. The plan covers substantially all
employees age 19 years or older. Company contributions to the plan for the year
ended September 30, 2006 were $13,665. ‘

NOTE 7 - SECURITIES OWNED'

Marketable securities owned consist of trading securities at quoted market value
or estimated fair value as determined by management.

Owned

Options ‘ $ 5,000
Corporate Bonds 140,734
Securities Registered [
under the Investment o :
Company Act of 1940 489,518
Warrants ‘ r=0-
Equity securities ' 10,149
Total $ 645,401
{

NOTE 8 - RELATED PARTIES

As previously mentioned, the Company 1s a wholly-owned subsidiary of RMST
Holding Company, Inc. (the Parent). Through common ownership and
" management, the Company is also affiliated with Stark Financial Advisors and
Rodecker Stark & Co., Inc. (RSC). :

|




R.M. STARK & CO., INC.

: o NOTES TO FINANCIAL STATEMENTS.

YEAR ENDED SEPTEMBER 30, 2006

NOTE 8 - RELATED PARTIES - (Continued)

Expenses incurred pursuant to an agreement between the Parent and a
shareholder of RSC totaled $489,645. $47,119 was owed to RSC at September
30, 2006. Also, the Company used furniture and equipment of the Parent for
which they have not been charged.

An officer of the Company provided office space for the Company during the
year and is owed $25,000 at September 30, 2006.

t

NOTE 9 - CONTINGENCY

_ Three individuals and one estate have initiated legal arbitration with the
' National Association of Securities Dealers, Inc. (NASD) against the Company,
* alleging a failure to supervise a former registered representative of the
Company. Because none of the claimants ever had an account with the
Company and all losses occurred after the termination of the registered
representative’s registration with the Company, the Company is vigorously
.contesting this case. Legal counsel cannot estimate the probability of an
unfavorable outcome or'the amount of potential loss to the Company.

NOTE 10 - NOTE RECEIVABLE

The Company has issued a note to a registered representative of the Company in
the amount of $30,000. The remaining balance at.September 30, 2006 was-
$17.611. !

The Company has also established, with the same representative, a revolving
line of credit in the amount of $30,000. The outstanding balance on this line at
September 30, 2006 was $0. _ !
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